'You can't manage what you can't measure' said the renowned management consultant and educator, Peter Drucker. Organisations measure their financial performance and communicate it through their annual reports. But how do they measure and report on the increasingly vital areas of social and environmental performance? Credit: Spiderbox/istock In the last decade, a range of sustainability reporting tools (SRTs) has evolved to track the progress made by enterprises in sustainable development.
Sustainability reporting is far more complex than financial reporting. Not only is an organisation required to measure parameters like energy, water and waste across its supply chain, it is also required to assess social outputs such as employment opportunities, fair wages and conditions and good corporate citizenship. The organisation will also need to produce evidence of sound and ethical governance.
Why should organisations bother with SRTs? Today more than ever, governments, NGOs, the public and the media are scrutinising the activities of organisations. SRTs can provide customers and regulators with evidence that a company is 'doing the right thing'. They can also be used by institutional investors to aid decision making and by companies to identify best practice guidelines.
While sustainability reporting is still more or less voluntary, the adoption of SRTs has increased dramatically in recent years. A 2013 KPMG study found that sustainability reporting is considered mainstream for 71 per cent of the companies surveyed (out of a total 4100 companies); 68 per cent of these companies follow the GRI guidelines.
This may be because companies adopting GRI guidelines are regarded as more transparent and responsive to demand for disclosure on environmental and social criteria by stakeholders such as institutional investors, NGOs, shareholders and the public. A joint report by Sustainability Victoria, the Building Commission and the Green Building Council of Australia (GBCA) noted: 'Green Star buildings have captured serious attention, now accounting for 30 per cent of the new building market'.
Yet, how effective are SRTs? A critical study by experts at the University of New South Wales (UNSW) suggests there is still much room for improvement.
Mainstream building SRTs -such as BREEAM, LEED and Green Star -in particular, have a tendency to ignore areas of uncertainty like the social dimensions of a project, although this is starting to change with the emergence of community development tools. These SRTs also tend to measure sustainability only before or after a building is constructed, making it difficult to collect time-series data that would guide future improvement.
The different benchmarks and standards of performance used across different SRTs also make comparability across projects challenging.
In one study, for example, researchers compared assessment outcomes for a set of similar project conditions by applying three different SRTs: LEED (US), Green Star (Australia) and BREEAM (UK). They found that LEED (US) uses a less rigorous -and to a certain extent 'lower' building code standard -than Green Star (Australia) or BREEAM (UK). So, a building project rated as 'less sustainable' under Green Star and BREEAM could obtain higher ratings under LEED.
In another study, researchers found that only a small number of SRTs have embedded occupational health and safety (OHS) standards (such as OHSAS 18001); in other words, most SRTs have failed to incorporate OHS standards.
Further, the criteria adopted by SRTs also tend to differ from one to another, making it difficult to compare the performance of projects.
How meaningful are the sustainability indicators measured by an organisation -that is, do they truly capture the organisation's sustainability performance? And are they really comparable? Because corporate SRTs are voluntary, comparability is a problem. Here, the concept of 'materiality' is important.
The GRI defines materiality as issues that 'have a direct or indirect impact on an organisation's ability to create, preserve or erode economic, environmental and social value for itself, its stakeholders and society at large. Determining "materiality" for a sustainability report also includes considering economic, environmental and social impacts that cross a threshold in affecting the ability to meet the needs of the present without compromising the ability of future generations'.
In short, corporations have the option to disclose whatever they wish to, and assess 'materiality' of issues in a non-regulated way. In fact, materiality may even be interpreted differently for organisations operating within a similar industry sector.
Studies of the quality of Australian enterprises' sustainability reports have confirmed that different corporations have a tendency to 'cherry-pick' sustainability indicators so they will be seen in a favourable light.
For example, when I compared the carbon emission indicators reported by Australian construction companies between 2007 to 2010, I found differences not only in the units of measurement adopted, but also in the reporting time frame and the specific details of the information disclosed (see following table).
